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CGeneral Information Letter: Characterization of single-nmenber |imted
liability conpanies electing to be disregarded for federal incone tax
pur poses.

April 13, 1998
Dear :

This is in response to your letter dated April 13, 1998, in which you request a
letter ruling. Departnment of Revenue ("Departnent”) regulations require that the
Departnent issue only tw types of letter rulings, Private Letter Rulings
("PLRs") and Ceneral Information Letters ("dLs"). PLRs are issued by the
Departnent in response to specific taxpayer inquiries concerning the application
of a tax statute or rule to a particular fact situation. A PLR is binding on the
Departnent, but only as to the taxpayer who is the subject of the request for
ruling and only to the extent the facts recited in the PLR are correct and

compl et e. GLs do not constitute statements of agency policy that apply,
interpret or prescribe the tax laws and are not binding on the Department. For
your general information we have enclosed a copy of 2 IlIl. Adm Code Part 1200

regarding rulings and other information issued by the Departnent.
In your letter you have stated the foll ow ng:

"LLC-Parent” is a Delaware limted liability conpany that is expected

to be authorized to do business in Illinois. LLC Parent has two
menbers, both of which also are limted liability conpanies (whose
menbers in turn are individuals and possibly various entities). LLC
Parent has elected (or will elect) to be classified as a partnership

for Federal income tax purposes under Treas. Reg. § 301.7701-3.

LLC- Parent proposes to form two wholly-owned limted liability
compani es, "LLGC Sub-1" and "LLC Sub-2," both of which will be Del aware
limted liability conpanies and are expected to be authorized to do
business in 1llinois. Thus, LLC-Sub-1 and LLC- Sub-2 each have a
singl e nenber, which will be LLC Parent.

As single-nmenber limted liability companies, LLC Sub-1 and LLC- Sub-2
will elect to be disregarded as separate entities for Federal incone
tax purposes, and each will be treated as a branch or division of LLC
Parent under Treas. Reg. 8§ 301.7701-3.

W would appreciate your confirmng our understanding that, for

I[Ilinois income tax purposes, LLCSub-1 and LLC Sub-2 wll be
di sregarded as separate entities and will be treated as if they were
each a branch or division of LLCParent, in conformty wth the
Federal incone tax treatnment. Additionally, we would appreciate your
confirmng that because LLC Sub-1 and LLC-Sub-2 will be disregarded,
the Illinois Personal Property Tax Replacenent Income Tax will not be
i nposed on LLGC Sub-1 and LLC Sub-2 but instead will be inposed on LLC
Par ent . If our understanding is incorrect, we would appreciate your
clarifying the Illinois inconme tax treatnment of LLC Sub-1 and LLC Sub-

2.



Rul i ng

Section 102 of the Illinois Inconme Tax Act (the "IITA"; 35 ILCS 5/101 et seq.)
provi des:

Except as otherwi se expressly provided or clearly appearing from the
context, any termused in this Act shall have the same neani ng as when
used in a conparable context in the United States Internal Revenue
Code of 1954 or any successor law or laws relating to federal income
taxes and other provisions of the statutes of the United States
relating to federal inconme taxes as such Code, |laws and statutes are
in effect for the taxable year.

Section 1501(a)(16) of the IITA provides:

The term "partnership” includes a syndicate, group, pool, joint
venture or other unincorporated organization, through or by neans of
whi ch any business, financial operation, or venture is carried on, and
which is not, within the meaning of this Act, a trust or estate or a
corporation; and the term "partner" includes a nenber in such
syndi cate, group, pool, joint venture or organization

Any entity, including a limted liability company formed under
the Illinois Limted Liability Conpany Act, shall be treated as a
partnership if it is so classified for federal income tax purposes.

Section 7701(a)(2) of the Internal Revenue Code defines "partnership" to include:

a syndicate, group, pool, joint venture, or other unincorporated
organi zation, through or by which any business, financial operation,
or venture is carried on, and which is not, within the meaning of this
title, a trust or estate or a corporation.

Treas. Reg. 8 301.7701-3 provides that, in determning how an unincorporated
organi zation shall be classified, limted liability conpanies and other "eligible
entities" may generally elect to be classified as partnerships or as
corporations. Treas. Reg. 8 301.7701-3(b) provides:
Classification of eligible entities that do not file an el ection--
(1) Donestic eligible entities. Except as provided in paragraph
(b)(3) of this section, unless the entity elects otherwi se, a
domestic eligible entity is--
(1) Apartnership if it has two or nore nmenbers; or

(i1i) Disregarded as an entity separate fromits owner if it has a
si ngl e owner.

Pursuant to this provision, a single-nmenber limted liability conpany which does

not elect to be treated as a corporation will be treated as if it were not an
entity separate fromits owner. |If the owner is a partnership, the single-nenber
[imted liability conmpany and the nenber/owner partnership will be treated as a

single entity defined under the Internal Revenue Code to be a partnership.

Because this definition is expressly adopted by the II1TA single-nmenber limted
[iability conpanies whose nmenber/owner is a partnership and which do not elect to



be taxed as corporations will not be treated as separate entities for Illinois

i ncone tax purposes. Instead, the single-nenber limted liability conpanies and
t heir nmenber/owner partnership wll be, by definition, a single entity taxed as a
partnership, and the assets, liabilities, and itens of incone, deduction, and
credit of the limted liability conpanies mnust be included with the assets,
liabilities, and itens of income, deduction, and credit of the nmenber/owner
partnership in determining any Illinois inconme tax and Personal Property Tax

Repl acement Inconme Tax liabilities of the nmenber/owner partnership and of its
partners.

As stated above, this is a GL which does not constitute a statenent of policy
that applies, interprets or prescribes the tax laws, and it is not binding on the

Depart nent. If you wsh to obtain a PLR which will bind the Departnent wth
respect to the application of the law to specific facts, please submt a request
conformng to the requirements of 2 Ill. Adm Code Part 1200.

Si ncerely,

Paul S. Caselton
Associ ate Chi ef Counsel -- Incone Tax



